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FEDERAL REPUBLIC OF GERMANY 


SUMMARY 


After a fairly good year in 1976, economic growth in 1977 
will moderate somewhat. Real GNP forecasts for this year 
range from 3 to 5 percent. Part of the problem in diagnosing 
the economic situation lies in the reliability of the indi- 
cator data, which has undergone methodological changes 
complicating comparability. A clearer fix on the magnitude 
of the continuing upturn will require more time. 


Inflation is well under control, however improvement on 

the labor market has been slower than desirable. A govern- 
ment investment program should help next year's developments. 
The halving of the government's planned VAT 1978 increase 
also should create a more propitious growth climate. All 

in all, spectaculars of either an upside or downside nature 
are not in the current picture, nor on the horizon. 


After a year of quite high import growth in 1976, the pace 
will slow down this year. U.S. exporters to the German 
market will continue to register good gains, albeit not of 
the magnitude of last year. What does seem to be on an 
accelerating upward trend is the flow of German direct in- 
vestment in the U.S., while the U.S. investment flows to 
Germany are slowing down. 
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KEY ECONOMIC INDICATORS: GERMANY Exchange rate as of May 17, 1977 
U.S. $1.00 = DM 2.3608 


1976 ~=—:1977 75/7h 76/75 _77/76 
INCOME , PRODUCTION, EMPLOYMENT 
GNP at current prices (DM billion) 1,123.2 
Private Consumption 621.9 
Government Consumption 227.9 
Fixed Investment 232.9 
GNP at 1970 prices (DM billion) 789.4, 
GNP Price Deflator a 
Per capita GNP, current prices (DM) 18,260 
Disposable Income (DM billion) 727.8 
Savings as % disposable income 14. 
Employment (1,000s) of wage and salary earners, 
industrial 7,42 
Unemployment Rate 3/ 4/77 4. 
Productivity Gain 4/ 6. 
Indices: 
New Industrial Orders, Value (1970=100) 3/77 154.7 
Industrial Production (1970=100) 3/77 110.7 
Retail Sales, Value (1970=100) 2/77 159.7 
Industrial Wages per employee (1970=100) 175.6 
Cost of Living (1970=100) 4/77 140.8 
Industrial Prices (1970=100) 4/77 140. 
MONEY 
Money Supply (M): DM billion)* 2/77 1 
Domestic Credit Outstanding (DM billion)* 2/77 9 
Federal Debt Outstanding, Domestic (DM billion)* 
12/76 116. 
Annual Federal Debt Service (DM billion) 
External Debt (DM billion)* 12/76 
Interest Rate, Central Bank * 5/77 
Interest Rate, Comm'l bank medium-term * 3/77 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (DM billion)* 
4/77 85.8 
Balance of Payments (Basic Balance, DM billion) 
3/77 7.3 
Balance of Trade (DM billion) 3/77 34.5 ; 
Exports, FOB (DM billion) 3/77 256.2 f ; 15.6 
U.S. Share (DM billion) 3/77 14.4 ? i 9.6 ; 
Imports, CIF (DM billion) 3/77 221.6 ; ; 20.3. 1 
U.S. Share (DM billion) 3/77 17.6 ' cd, 83 
Main Exports to.U.S. (1976; $ mill.): motor vehicles 2,045; machinery 1,101; chemicals 
791; electrical equipment 334; optical and precision mechanical products 207. 
Main Imports from U.S. (1976; $ —. ): chemicals 934; machire ry 910; defense items 754; 
trical equipment ble oils 623; ns 
1/ Cumulative through latest date as except for items marked *. 2/ 1977 through 
latest date shown over the same period in 1976, except for items marked *. 3/ As percent 
of labor force. 4/ Increase in real domestic product per worker. 
Note: Items marked * are as of year end 1975 and 1976, and as of latest month shown for 
1977. - percentage changes indicate changes of latest date shown over comparable date 
in 1976. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 
Growth Forecasts 


This year shows a particularly wide spread in forecasts 
for Germany's real GNP growth, although all forecasters 
agree on a decline from last year's 5.7 percent growth 
rate. The German Government has expressed confidence that 
about five percent growth will be reached, while the eco- 
nomic research institutes have moderated and now vary be- 
tween 3.0 and 5 percent in their forecasts. (The majority 
position of the institutes’ recent so-called "joint fore- 
cast" predicted 4.5 percent growth as compared to their 
six-month's earlier 1977 forecast of 5.5 percent.) Banks 
and trade associations tend toward the mid-point of this 
range, reflecting the generally less optimistic views of 
the outlook that also are apparent in surveys of business 
attitudes. 


Data Reliability 


The question is whether the current somewhat downbeat mood 

is worse than justified. Recent data reliability problems 
make a clear answer particularly difficult. The new orders 
volume index dipped sharply after the first of the year; 

the first quarter was down 23 percent from the fourth quarter 
at a seasonally adjusted annual rate (S.A.A.R.). The in- 
dustrial production series has been trending down recently 
with steady monthly declines registered since January, and 
first quarter over fourth quarter up only 3.5 percent S.A.A.R. -- 
half the 1976 rate. However, the statistical sampling 
methodology involved was altered beginning this year in such 
a manner as to raise suspicion as to the comparability of 
these indicators (particularly new orders) with those of 
previous periods. Furthermore, large magnitude revisions 

to the data frequently complicate the analysis of short-term 
trends. At least a couple more month's data will be required 
before what presently appears to be a moderating trend in 
growth can be definitely confirmed. 


Inflation Control and Job Creation 


Consumer price rises are stabilizing at around 4 percent -- 
a remarkably good record -- with no general expectation that 
they will greatly accelerate in the near term. Labor market 
developments are not as encouraging. Seasonally adjusted 
unemployment, which registered very gradual month-to-month 





improvement from the recession bottom in mid-1975 until 
March 1977, rose slightly in April; it still hovers around 
one million. Continued improvement in the job market is con- 
tingent on maintenance of around a 5 percent real GNP 
growth rate. 


In contrast to the government forecast of 850,000 average 
unemployment in 1977, the institutes are now forecasting 
unemployment to be in the 0.9 to 1.0 million range. In 
1976 it was 1.06 million, virtually the same as in recession 
year 1975. These levels, which represent rates just over 
4 1/2 percent, although quite high by the 1-2 percent Ger- 
man experience in the 1960's and 1970's, have so far been 
tolerated due in part to the ample unemployment benefits. 
Were it not for the departure of some 600,000 foreign 
workers from the FRG over the past 3 1/2 years (about 1.9 
million remain), the situation would have been far worse. 


Government Investment Program 


While the FRG's recently initiated DM 14-16 billion "multi- 
year (4-years' duration) investment program" (the Federal 
Government portion of which is about DM 8 billion) is not 
primarily conceived as a countercyclical device, it probably 
will have something of this effect -- especially next year. 
Very little expenditures will be made this year, however 
order placement in the second half is planned in the amount 
of DM 3-4 billion, the main impact of which will be felt 

in 1978 when it will give a welcome boost to the economy. 
The primary beneficiaries of the Government's investment 
program will be in the construction sector, with urban re- 
habilitation, road improvement and some environmental pro- 
jects being the central elements of the proposal. 


Fiscal Policy 


The Federal Government deficit has declined from DM 33 bil- 
lion in 1975 to DM 26 billion in 1976 and is projected to 
drop still further to DM 20 billion in 1977 -- a development 
which has certainly helped to dampen inflationary pressures. 
The 1977 draft budget of DM 171 billion is 5.7 percent above 
the actual 1976 expenditure level. 


The Government modified downward its plan to increase the 
value added tax (VAT) by 2 percentage points in 1978, and 
is currently seeking a 1 point increase. The resulting 





increased revenues from this proposed measure, according 
to the government's tax package, would be offset by tax 
relief to business and individuals in approximately the 
same amount. The opposition-controlled Bundesrat blocked 
legislation on the 2 percent VAT increase proposal; how 
it will act on the modified proposal is not yet clear. 


Profits and Wages 


On a gross basis, the wage cost increases per employee 
have remained fairly constant in the 7-8 percent range 
over the past couple of years, with the same pattern fore- 
cast for 1977. On a net basis, after taxes and social 
security contributions, there was a dip last year to 4.4 
percent. If one compares this to the private consumption 
deflator of 4.5 percent, it will be seen that real net 
gains were virtually zero, an unusual situation in Ger- 
many. This year, however, the real net wage picture seems 
to be pointing toward a 2 1/2 percent jump, a considerable 
improvement over last year, which should give private con- 
sumption a welcome boost as well as satisfying labor. 


Business income, as judged from both the net and gross 
"Income from Entrepreneurship and Property" national accounts 
item, was up 12-14 percent last year over the low 1975 

level. The 1977 forecast is for this rate to drop back to 
around 8 percent, or roughly the same growth as for wages. 
The table which follows details the foregoing: 


Percentage Increase over Preceding Year 
1975 


Gross Wages per Employee 7.0 
Net Wages per Employee (after 
deduction for taxes and social 
security) 
Private Consumption Price Index 
Gross Income from Entrepreneurship 
and Property 
Net Income from Entrepreneurship 
and Property 


* Forecast by Economic Research Institutes. 





PART B - IMPLICATIONS FOR THE UNITED STATES 


German Import Growth Slowing Down; U.S. Market Share May 


Increase in 1977 


In 1976 German imports from the U.S. increased by 23 per- 
cent, or slightly more than the total German import rate 
of 20 percent. The pace has slowed considerably more re- 
cently, however. The seasonally adjusted annual rate 
(S.A.A.R.) of increase for the six month period ending in 
March as compared to the previous like period was reduced 
to 13 percent in the case of imports from the U.S., and 
sharply down to 6 percent for total imports. It seems 
likely, therefore, that not only U.S. exporters but all 
others selling to the German market will continue to re- 
gister gains this year, but these will be more modest than 
last year. Sales growth on the average of around half 

the rate of 1976 seems the maximum magnitude corporate 
planners should anticipate for this year. In the context 
of these recent trends, U.S. traders, on the whole, are 
likely nevertheless to continue to do better than most of 
the foreign competition in the German market. As a conse- 
quence, the U.S. market share could increase from 7.9 per= 
cent in 1976 to perhaps 8.5 percent in 1977. 


German Products Finding U.S. Market Easier to Penetrate 


German exports in 1976 rose at a 15.6 percent rate as com- 
pared to the lesser export rise to the U.S. market of 9.6 
percent. The current trends reverse this picture. The 
seasonally adjusted data for the first quarter show total 
exports rising at a 9 percent annual rate while exports to 
the U.S. are currently growing at about the same rate as 
last year, i.e., 10 percent. Therefore, the recent trends 
show the U.S. market as proving to be slightly easier for 
German products to penetrate than the average, while last 
year it was the other way around. 


Balance of Trade Impact 


On a bilateral U.S.-FRG basis, the trade balance was un- 
favorable to Germany by DM 3.1 billion last year. Projecting 
the current trade growth trends described above, the German 
bilateral trade deficit could increase. Therefore, while 

the trade picture vis-a-vis the FRG is evolving more favor- 
ably for the U.S., the big overall FRG trade surplus shows 

no sign of diminishing. 





U.S.-FRG Investment Flow Trend Reverses 


Until 1974, the flow of direct investment from the U.S. 

to the FRG was always greater than vice versa. Then, 
beginning in 1975 the relationship reversed to give Germany 
the slight edge. By 1976, the trend was even more heavily 
on the side of German investment flowing to the United 
States. The following table briefly summarizes these 
developments: 


Flows in DM Million 
1974 1975 1976 


German Direct Investment 

in the U.S. 874 748 1,238 
U.S. Direct Investment 

in Germany 1,258 623 758 


As may be seen, the U.S. is becoming much more attractive 
to German investors, while Germany is becoming less so 

for American investors. Many observers have felt that play- 
ing an important role in this might have been the exchange 
rate changes that have taken place over the same period. 
However, the average DM-dollar rates for the years 1974, 
1975 and 1976 were 2.59, 2.46 and 2.52, respectively. Such 
a modest appreciation of the DM would not seem to have had 
such an influential effect on investment flows in either 
direction, however the delayed effects of the sharp appre- 
ciation of still earlier years could have played a role. 


In any case, the heavy direct investment in Germany of past 
years stemming from the U.S. still accounts for 39 percent 
of total cumulative (1961-1976) foreign direct investment 
in the FRG. This portion amounts to DM 17.9 billion or 
$7.5 billion at the current rate of exchange, making the 
U.S. far and away the largest foreign investor in Germany. 


American Finished Manufactures Do Well 


With the exception of aircraft, all major finished manu- 
factured commodity groups have strengthened their position 
in the German market during 1976. German imports from the 
United States of machinery, the commodity group with the 
heaviest weight in the finished manufactures category, 
amounted to $910 million, a gain of 18.5 percent over 1975. 





The U.S. market share was up from 16.3 percent in 1975 to 
16.8 percent in 1976. Office machines alone were valued 
$391 million, exceeding 1975 levels by 21.9 percent. The 
U.S. market share for office machines increased to 29.5 
percent from 27.9 percent in 1975. Increases in dollar 
value and market share were also registered for textile 

and leather machinery, agricultural machinery and materials 
handling equipment. 


Primarily as a result of a sharp increase in German imports 
of plastics and dyes, German imports from the United States 
of chemical products were 32 percent above the levels of 
1975 reaching $767 million. The U.S. market share improved 
from 11.2 percent in 1975 to 12.2 percent in 1976. 


A favorable development was also registered for electrical 
equipment, the next largest group of the finished manufac- 
tured products category. German imports from the United 
States amounted to $645 million, exceeding 1975 levels by 
21 percent. The U.S. market share was 13.1 percent, com- 
pared with 12.8 percent in 1975. 


Several other commodity groups, which predominantly represent 
consumer goods, registered healthy growth rates in dollar 
values and increasing U.S. market shares. A recent market 
research study conducted for the U.S. Department of Commerce 
revealed that there is an untapped market in Germany for U.S. 
housewares. U.S. exports of these goods to Germany in 1976 
amounted to $23 million and the U.S. market share was 2.9 
percent. However, German experts are convinced that this 

is no indication of future sales potential for U.S. goods. 

In view of U.S. prices and the quality of U.S. merchandise 
they believe that many more items are saleable and that the 
import volume could be substantially enlarged provided that 
U.S. manufacturers are prepared to investigate and penetrate 
the market by appropriate means. 


New U.S. International Marketing Center 


The Department of Commerce opened a U.S. International 
Marketing Center (USIMC) in Cologne in January, to assist 
U.S. manufacturers and exporters in promoting their sales 
in Germany. USIMC Staff manage Commerce-sponsored U.S. 
group exhibits at a select number of German trade fairs, 
offering our manufacturers an excellent opportunity for 
introducing their products to the German market. USIMC 
also has a limited exhibit space, availakle for a moderate 
fee and suitable for product displays by one or, possibly, 
more individual firms, depending on the bulk of exhibit 
materials. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





EAST-WEST TRADE 


Market Data Package 


A New Market Research and Evaluation Tool 
Custom-Made for Your Company’s Product Line 


Each Market Data Package contains: 
e Projected U.S. export potential in eight Communist countries. 


e Exports, including trade shares, by the United States and other Western 
nations to the Communist countries. 


® Communist country exports to the United States and other Western nations. 
© Detailed U.S. export-import trade with each Communist country. 


e Names and addresses of the Communist country Foreign Trade Or- 
ganizations purchasing your product. 


The eight Communist countries are: 


The U.S.S.R. German Democratic Republic 

Bulgaria Poland 

Czechoslovakia Romania offline 
Hungary People’s Republic of China mem 
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SEND FOR YOUR FREE 

BOOKLET DESCRIBING Name 

the East-West Trade Market Address 
Data Package and find out how City, State 
to order the data package in ; 
which you are interested. Company, Title 


Mail To: 


Office of East-West Trade Development, MDP 
Bureau of East-West Trade 

U.S. DEPARTMENT OF COMMERCE 
Washington, D.C. 20230 
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